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			Advance Praise for Freedom or Equality

			“The global economy is not zero-sum, yet economists continue to study the world through an outdated lens of power and inequality. Daniel Lacalle offers a fresh approach—one driven by wise economic theory but supported by history, data, and his own excellent analysis. Markets are the great liberating force of our modern age, and Lacalle capably explains them as the unguided mechanisms for profound social cooperation. ‘Social capitalism,’ not state redistribution, is the path toward a brighter future. Freedom or Equality is an optimistic book, one that give us a blueprint for a dynamic, innovative, and most of all, collaborative economy.”

			—Jeff Deist, President of the Mises Institute, USA

			 

			“Daniel Lacalle is one of the clearest-thinking economists in the world today. This book is a masterly account of one of the central issues underlying debates about economic and monetary policy today. Anyone interested in questions of liberty and equality in the economy should read this book.”

			—Samuel Gregg, Research Director, Acton Institute, 
and Author of Reason, Faith, and the Struggle for Western Civilization

			 

			“Central market planners, meet economic gravity! If you’re looking for an independent and data-driven research explanation for inequality, Daniel Lacalle’s latest is a must-read. He’s become one of the world’s best!”

			—Keith R. McCullough, Chief Executive Officer, 
Hedgeye Risk Management

			 

			“Even though conservative economists have thoroughly debunked Thomas Piketty’s central claim—that wealth inequality will keep growing unless the world accepts his warmed-over Marxist solutions—the inequality narrative continues to resonate among the gullible and the uninformed. Only policies of economic freedom will generate real and lasting prosperity, and there is no one better qualified to make that argument than Daniel Lacalle, who has done the world a great service by writing this book.”

			—James M. Roberts, Research Fellow 
and Co-Editor of The Heritage Foundation’s Index of Economic Freedom

			 

			“Freedom or Equality offers strong arguments and plenty of research to defend the achievements of a free and open economy that both casual and expert readers will appreciate. Rather than pointing fingers, Daniel points to facts and shares new ideas on how to improve our society and increase welfare and freedom.”

			—Ryan Foland, Global Keynote Speaker, Managing Partner of InfluenceTree and Author of Ditch the Act

			 

			“Daniel Lacalle offers a compelling, clear, and persuasive argument in Freedom or Equality. I cannot think of a more well-rounded, deep-thinking economist writing and speaking on these issues. All of his works, including this one, advance the ideas that we in the west need to consider if we expect to have a stable, flourishing society sustained by a just and robust economy now and into the future.”

			—Trey Dimsdale, Director of Strategic Partnerships at First Liberty Institute in Dallas, Texas and 
Associate Fellow at the Centre for Enterprise, Markets, and Ethics in Oxford, UK

		


		


				
			[image: ]
		


		


				
			[image: ]
		


		
			








A POST HILL PRESS BOOK

			ISBN: 978-1-64293-433-5

			ISBN (eBook): 978-1-64293-434-2

			 

			Freedom or Equality:

			The Key to Prosperity Through Social Capitalism

			© 2020 by Daniel Lacalle

			All Rights Reserved

			 

			Cover art by Jomel Cequina

			 

			No part of this book may be reproduced, stored in a retrieval system, or transmitted by any means without the written permission of the author and publisher.

			 

			[image: ]

			 

			Post Hill Press

			New York • Nashville

			posthillpress.com

			 

			Published in the United States of America

		


		
			Dedication

			To my family: Patricia, the love of my life; our sons, Daniel, Jaime, and Pablo; our beloved Kilda; and all our loved ones.

			Family is the most social economic agent. Its strength is not based on equality of outcome, but on love, trust, and equal opportunities, while its economic success is predicated on prudent investment, austerity, and aiming to achieve the full potential of each member, not reckless spending, excess debt, and uniformity.
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			FOREWORD


			In the 2019 pre-election year where Democratic candidates are running on platforms of socialism, wealth-inequality, taxing the rich, and forgiveness of debts, Daniel Lacalle provides a clear and concise treatise on the fallacies of these ideas.

			While the media is full of misguided stories of how the average American has been left behind, what these stories don’t disclose is the self-inflicted wounds of excess consumptive behavior without regard to the consequences. Now, the ‘siren’s song’ that government can fix the ills and return the country to an even keel—while alluring—is dangerous.

			Throughout history, the rise of socialist and communistic ideas which promise to lift individuals from poverty have repeatedly failed to do so. In reality, these policies are interventionist at best and destructive at worst. In almost every case, the poor became poorer, the middle class was destroyed, and the rich continued to get richer.

			Daniel exposes the truth that governments, which cannot operate in a fiscally responsible manner, not only won’t, but can’t solve the issues they claim they will. What they have successfully done is exacerbate the wealth gap with failed attempts to nationalize the healthcare system, the violation of contract law, the bailing of failed financial behemoths, and the running up of debts and deficits to levels that erode economic growth and productive outputs. To cover up these failed policies, they blame the rich for the misery bestowed on the bottom 80 percent of the population.

			As Daniel concludes, the only way to foster economic prosperity for the masses, to lift those from poverty, and to increase the middle-class, is to provide a free, and competitive, environment where those willing to take risks are allowed to prosper, but equally so, fail. As Daniel concludes, “It makes perfect business sense to invest in making better and stronger societies by focusing on the individual and promoting merit, reward and responsibility. We should do so at every chance we get.”

			If you have any doubts about the importance of capitalism in your future, or have fallen victim to ‘socialistic promises,’ you should read Daniel’s work. If it doesn’t at least make you think, then it may already be too late.

			—Lance Roberts, Chief Investment Strategist, RIA Advisors

		


		
			INTRODUCTION


			Five years have passed since Thomas Piketty published Capitalism in the Twenty First Century, which launched a major discussion about inequality. This introduction to Freedom or Equality is not the place to address the importance of the issues Piketty raised or the flaws in his analysis. But it is an opportunity to address the need for contributions from economists that—without disregarding the issue of inequality—offer solutions based on proven methods to help create wealth that reaches most segments of society.

			One positive effect of Piketty’s book is that it made economists aware that the analysis of equality had to become more nuanced in their consideration of new situations and challenges. This book by Daniel Lacalle is one of those works.

			Measurements of rule of law and transparency, such as the WJP Rule of Law Index and the Corruption Perception Index show that, in most countries today, respect for equality before the law gets a failing grade. If the rules of the game are not fair, it is difficult to argue that the results of the game are fair, or even that we should not care about distributional outcomes. The growth of the regulatory tyranny, a term I prefer over the “administrative state,” has led to the growth of corruption and cronyism. This has led to unjust inequalities, which should not be seen as a result of free markets, but as a result of an unequal distribution of economic freedom.

			In several parts of Freedom or Equality, Lacalle addresses how cronyism deprives capitalism of some of its best attributes. For him, “cronyism has nothing to do with capitalism and even less to do with free market.” The web of regulations, the morass of government interventions is such and the power of the interests who profit from them is so strong that, to reverse course, the strategy needs to be multifaceted. Lacalle recommends some targeted reforms and personally devotes considerable time to educational efforts that convince the public and “opinionmakers” that the current system actually hurts those that it falsely claims to help.

			All honest observers know how different human beings are, how unequal, when it comes to productivity. Lacalle saves us time not dwelling so much on this. I usually remind my peers that even Stalin attacked those socialists who called “for equalization, for leveling the requirements and the individual lives of the members of society.” For Marx, Engels, and even Lenin, equality meant the abolition of classes. The “demand for equality which goes beyond that of necessity passes into absurdity,” wrote Engels. Lenin argued that “the claim that we want all men equal to one another is an empty phrase and stupid invention of intellectuals.”

			Lacalle does not avoid class analysis. He shows how economic interventionism in Western economies has weakened the middle class and how the trend towards more market incentives in China and other developing countries have helped grow the middle class. For him, rebuilding “the middle class is a key part of the future. It will not happen with policies that have proven to fail over time. Protectionism, confiscatory taxation, and penalizing high productivity sectors to subsidize obsolete crony ones through massive debt and deficit spending are the recipe for stagnation.”

			In several parts of this book, the author explains some of the paradoxes and myths regarding Scandinavian countries. Income inequality, measured by the typical method used by economists (comparing how much the top segment of society make in comparison with those on the bottom), is indeed lower than in other Western countries (such as the United States and the United Kingdom). Yet the Scandinavian system, which punishes those with higher incomes, has led to high wealth inequality.

			Lacalle is not an advocate of a big welfare state. He stresses that the European economies represent 23.8 percent of the world economy, yet their governments are responsible for 58 percent of the world’s welfare spending. That has weakened the prospects for growth. He is against the establishment of a universal basic income or, at least, the types of UBIs that have been proposed recently. Lacalle prefers Milton Friedman’s negative income-tax proposal, which provides refundable credits for people who earn bellow a threshold: “UBI only empowers the government and creates a subclass of dependent zombie clients.”

			Freedom or Equality addresses many of today’s most relevant economic topics. The first pages are devoted to education—to his first true school, his family—and how he learned freedom and responsibility at home. He believes that “education to reduce inequality needs to strengthen the individual, not submit the person to governments.”

			Lacalle concludes by calling for a new kind of or a better understood capitalism. Some of us who love the “free economy” have almost given up on the phrase. If, by capitalism, we mean “the system based on the private ownership of means of production,” the system where these private owners get privileges from governments and regulators can also be labelled capitalism, albeit “crony capitalism.” When Lacalle writes that “cronyism has nothing to do with capitalism and even less to do with the free market,” he seems to agree that free markets or a free economy differs from capitalism.

			Despite these nuances about the term, it is clear that Lacalle’s views on capitalism are similar to those of John Paul II, now Saint John Paul the Great. In the encyclical Centesimus Annus, John Paul endorsed “capitalism,” which he defined as “an economic system which recognizes the fundamental and positive role of business, the market, private property and the resulting responsibility for the means of production, as well as free human creativity in the economic sector.” To this, he added capitalism, properly understood, must be “circumscribed within a strong juridical framework which places it at the service of human freedom in its totality, and which sees it as a particular aspect of that freedom, the core of which is ethical and religious.”

			Lacalle recognizes that there are different types of capitalism and, defining the type of capitalism which he advocates for the world today, he opts for “social” capitalism. This is a daring choice for someone who has read and has admired the contributions of the late Nobel laureate F.A. Hayek. The latter disparaged the word “social.” Hayek agreed that there was a proper use of the term but, due to the abuse of the word “social,” he wrote about it as “this parasitic fungus of a word.” His predecessor and comrade in free-market causes, Ludwig von Mises, was much more prone to use the word social and even defined the guiding principle of the free society as the principle of “social cooperation.” Lacalle nurtures parts of his analysis of equality with the views of great economists as Hayek and Mises but remains admirably and necessarily his own man.

			Noted economists favorable to private property and markets had used the term “social” when developing the ideal of “social market economics.” They were open to such government interventions as anti-trust legislation that would reform the market and ideally make it work better. The methods proposed by Lacalle to achieve “social capitalism” are more focused on incentives than are new “pro-market” bureaucracies. To achieve a social capitalism, one should promote “competition through the elimination of subsidies and unfair trade barriers. Social capitalism is not built upon the weak foundations of debt and deficit spending. Social capitalism holds that the key for prosperity is savings that promote healthy investments, not excess of debt.” Lacalle argues: “Elites love deficits,” and his assessment is correct.

			That is why governments, according to Lacalle, should help ensure sound money, where the means of exchange is not a tool to be manipulated by the state, but the most useful instrument of social cooperation. In other books, and throughout his career, Lacalle has focused exclusively on the damage caused to the economy and to society at large by today’s central banks. In 2017, he published Escape from the Central Bank Trap. The Spanish translation of the book is called La Gran Trampa, which can be understood as a mixture of “swindle” and “trap.” Sound money is an inherent condition in order to achieve freedom in a framework of equality before the law.

			Unlike many libertarian economists, Lacalle is not weak on defense. He understands that governments should also see that those who live in their midst are secure against local and international attacks against their lives and their property. As he told us earlier this year in a presentation at the Philadelphia Society, there is no necessary correlation between the growth of the welfare state and high defense spending. Most countries in Europe spend less 2 percent on defense, yet they have the largest welfare state in history.

			Governments must always ensure their activities enable rather than hinder community thriving. “Giving back control to the civil society” should be a key part of the agenda of a social capitalist model, and Lacalle recommends doing this “by limiting the power of governments and corporations through the strongest and most successful mechanism there is: Competition and free market by cutting discretionary political decisions on funding and subsidies and maximizing transparency.” For him, true corporate social responsibility exists when corporations play by the rules of a well-defined social capitalism. It is then when they help develop social trust, which he sees as essential for social capitalism.

			Some, especially those economists accustomed to the elaborate theories and formulas of social engineers, will argue that this book is simplistic. I disagree. Even when confronting the complex reality and difficult scene of the 1980s, when Ronald Reagan and Margaret Thatcher applied similar policies as the ones recommended in Freedom or Equality, they created an enormous change in economic trends and also in the psychology of the West. It is difficult to create social trust in an environment of stagnation, when large segments of the population see themselves being asked to submit to the unchangeable destiny of a less-prosperous future.

			Those who read this book will realize that it is written by someone who is confident about his views. His confidence is not based on arrogance or naiveté but on knowledge and experience. It is also a book full of economic logic, the same that led the author, Daniel Lacalle, to become one of the most listened-to and sought-after economists in the developed world. Lacalle does not quote many authors, not because he has not read them, but because he has internalized their views. Reading Freedom or Equality, one comes out more convinced than ever of Milton Friedman’s statement: “A society that puts equality before freedom will get neither. A society that puts freedom before equality will get a high degree of both.”

			Alejandro A. Chafuen, Ph.D.

			Managing Director, International. Acton Institute

		


		
			Chapter One


			HOW WE GOT HERE


			“There is all the difference in the world between treating people equally and attempting to make them equal. The first is the condition of a free society, the second means a new form of servitude.”

			—F. A. Hayek

			“Do what you want, but with responsibility.”

			That’s what my father said to me when I was a teenager. But what did he mean, exactly? Was I free to do whatever I wanted? Had I been blessed with the coolest father ever?

			The key word in this sentence was “responsibility.” As a fifteen-year-old boy, I somehow hoped to be able do what I wanted and still be able to come back to the protection and safety of my home and family. But that was not the case. I had to embrace freedom, understanding the implications of my actions, and take full—not partial—responsibility for my decisions.

			My father’s remark made me think. A lot. Consequences are what happen to all of us—including those who surround us and with whom we interact—after we take an action of our own free will.

			Free will is, by far, the most important gift and responsibility we have. It allows us to grow, learn, develop, and reach our full potential. Free will is precious.

			Freedom and free will are so precious that, throughout our lives, numerous political and economic agents will offer us the most unprofitable trade in history: to exchange a little freedom for security. As Benjamin Franklin pointed out, “Those who surrender freedom for security will not have, nor do they deserve, either one.”

			Of course, those who promise security rarely, if ever, have the means or the power to guarantee it. When we fall into the trap of surrendering freedom, we only receive what that trade truly offers: slavery.

			In fact, it’s almost a guarantee that whomever trades security for freedom is only aiming to destroy collective rights that have been achieved by the free will and individual actions of the people, not by a ruler’s “generosity.”

			Individual initiative is the ultimate expression of freedom with responsibility. It allows us to contribute to the greater good of society by creating an example of success (and also a lesson if we fail) and to progress as a society. And there is no progress without mistakes. Those who want you to surrender your free will always highlight the risks, promoting fear and insecurity, to make you believe that you are unable to function without their assistance.

			Totalitarian practices always promise security and a false freedom without responsibility. They feed on fear and envy.

			As such, fear and envy become the most powerful tools for convincing us to surrender our most precious gift as human beings: free will.

			Freedom is, therefore, the enemy—or so say the politicians, commentators, economic pressure groups, and an entire global propaganda machine. By promoting fear and envy and promising “fake freedom” to allow us to do a few things as we please, we believe will all be saved by losing real freedom.

			Why? Because every time we fail, as I did when I was a teenager, those who promised us redemption without responsibility will enslave us a bit more.

			A Car Accident with No Consequences

			I was eighteen years old when I had an accident with my dad’s car. I was terrified to tell him and extremely anxious about how I would explain myself. I didn’t know what to do. I didn’t want to face the consequences. A “friend” offered me a solution. “Say the car was stolen, and we’ll take it to a friend who will fix it. It’ll cost you nothing and you’ll have it back brand new the next day,” he said.

			Fortunately, a true friend spoke out against this recommendation. He warned me against accepting that “easy solution.”

			“Are you crazy?” he shouted. “You’ll owe this guy for life if you let him do you this favor without knowing what they will ask of you in exchange.” He pointed out that, “No one gives dollars for cents.”

			Nervous, I faced my responsibility, told my dad the truth, and, as punishment, was unable to use the car for months.

			But teenagers aren’t the only people to commit a grave mistake and be offered a way to sort it all out without consequence. But, in all cases, the individual becomes indebted—held hostage, as it were. The “Good Samaritan” will do everything possible to convince you that you cannot find a solution on your own, that you need him. Then, every time, you owe more and you get less.

			Assistentialism promises redemption without responsibility but makes us dependent. Someone in government will tell us not to worry; they’re here to fix the situation—with our money—but clip our wings in the process by making it more difficult for us to achieve our goals on our own. They put up more barriers to freedom and convince us that we can’t function adequately without them.

			It’s similar to the way suppressive people act. “You are nothing on your own. You can’t do it without me,” they say, while, at the same time, stating, “No one is going to love you more than I do.” It is repressive, paternalistic behavior.

			We become clients and hostages of the supposed generosity we receive.

			A truly free individual is one who fully understands the consequences, risks, and opportunities of his or her actions and is permitted to choose which actions to take. A true slave is one who rejects responsibility and feels free in being able to feed off the crumbs that are left for him or her.

			While fear and envy are essential tools for destroying freedom, erasing responsibility is the true nail in its coffin. Eliminating responsibility from our individual actions also presents itself as our savior, but with one condition: surrendering our individual rights.

			Slavery is always promoted “for our own good.” Promoters of totalitarianism will use words such as social, solidarity, justice, and equality to achieve the opposite. That’s because, when they fail (as they always do), they will already be in power and, more importantly, resort to the most powerful scapegoat in history: the external “enemy.”

			Totalitarianism that is quietly being sold to us as best “for the common good” and as the “social, just, and egalitarian” solution, needs to make us feel badly about our natural desire to develop, improve, and achieve our individual potential. They call that “greed.”

			But that’s not truly greed. Greed is presenting yourself as a savior with someone else’s money and a liberator with someone else’s freedom, rather than trying to achieve your own full potential, to improve as an individual—to be a free and responsible human being.

			The promise of freedom without responsibility is, in reality, slavery without escape. We think we do what we want when, in reality, we do what we are told.

			An interventionist government’s promise of equality is the recipe for stagnation because governments can only equalize down. They can only make the rich poorer, never the poor richer, thus weakening everyone.

			Defending free will, individual initiative, and freedom does not mean that we disregard society. Society is a conscious, personal choice by which we bring together our individual needs and purposes, driven by personal initiative, and choose to invest in a way to improve our lives. This ultimately delivers better results for the vast majority.

			Society doesn’t strive to make people the same, requiring us to surrender our individual rights. Society is not created to make everyone equal, but to make each of us able to achieve our individual best.

			Society and free will are not enemies. Society and absolute power are.

			How to Create the Largest Transfer of Wealth to Government

			 You’ve probably heard or read “the state is not like a family or a business” more times than you can count.

			I’m sure that, in different forms, you’ve heard: “The government has to spend when others save,” that “deficits don’t matter because public debt doesn’t have to be repaid,” and that “governments can increase debt as much as they want because they can print all the money they want.”

			If I told you any of these sentences regarding a friend, a family, or a business, you would laugh out loud. These messages are so illogical that the only way to make them sound remotely acceptable is to start from the false premise: The government is not like your family.

			You bet it’s not. Family is the most social economic agent there is. We, as parents, willingly sacrifice a portion of our lives, our wealth, and our time to support our children and our elders.

			How do we do that? By saving and making tough choices. That’s because creating a family doesn’t mean losing opportunities to do what we want; it’s an investment that provides many times more joy and personal gratification than any entertainment. That is a personal decision made from freedom with responsibility.

			How does a family, in which at least a third of the members aren’t contributing financially, become successful and allow everyone to grow and improve? Saving.

			Now imagine, for a second, that parents—the “government” in the most social agent there is, a family—decide to spend as much as they want because they know their child or children will pay for it someday. Any one of us would deem those parents unworthy or unfit.

			However, to make people swallow the fallacy that an economic agent does not need to save or pay its debts because it can pass the bill to the next generation, we need to promote the completely illogical idea that “government is not the same.”

			If the defense of freedom is “greed,” what’s greedier than spending the savings of our grandchildren?

			The So-Called “Social Contract”—Spent by Those Who Signed, Paid for by Those Who Didn’t

			Let’s go back to the topic of the family as the most social economic agent. A social contract that actually works is very evident in small communities and families. The investment in social care and education is seen as a way of growing and surviving; however, to make that community or family develop and survive, investments in social care need to be made from savings or the entire economic agent will end up collapsing sooner or later.

			The fact that government is “managing” a much larger community doesn’t make it isolated from economic logic—rather, the opposite.

			The fallacy of interventionism is based on the argument that governments or countries are not the same as families because they are much larger and more complex. That would dictate that governments would need to be more prudent and economically balanced than families, not the opposite.

			In other words, governments are not like families and companies. They should be even more responsible.

			So how can the government spend endlessly? Because it has control and a monopoly on imposing taxes on its citizens.

			Many would say that taxes are the price of civilization. Just as a family invests in social care, education, and defense by saving and being efficient, the government, if it wants to promote civilization and defend a free and just society, needs to have a taxation system that is acceptable to all economic agents it serves. Further, it needs a level of spending that is acceptable to all as an investment in creating a better society.

			How much is spent should not be decided by governments themselves, nor by academics who often live off government spending. It should be decided by the citizens themselves, by analyzing whether that spending helps or hinders growth. Lacking that analysis and decision-making, it’s nothing more than confiscation.

			The reason is that the public sector does not exist without a growing and strong private sector. Accordingly, public spending should not be decided by the spender, but by the customer, the taxpayer.

			When public spending surpasses the public service only to perpetuate itself, it is confiscatory and simply feeds bureaucracy. As author Dale Dauton said, “Bureaucracy is a monster that gives birth to itself and demands maternity benefits.”1

			Two Means of Confiscation

			Repression occurs through confiscation. One is through taxes that exceed the services governments provide. The second is through monetary policy.

			While a family saves to provide for its social needs, an interventionist government effectively steals to provide for its bureaucratic requirements. That occurs by printing money. When a government has a monopoly on issuing currency, it’s simply a form of transferring wealth from savers to government. If printing money were, in fact, good for the economy, then counterfeiting would be legal. But, of course, it’s not.

			So, in essence, government does follow the same economic logic of a family or a business, only it has the ability to steal through monetary or fiscal repression to finance its spending. This, in turn, works only until the neighbors of this thieving family—citizens—say, “Enough is enough.”

			Additionally, by encouraging debt and ignoring fiscal responsibility, government promotes the idea that lack of responsibility is not a problem, so long as you adhere to its rules. Through fiscal and monetary irresponsibility, government gradually creates tools that can enslave. Because, like any quest for absolute control, it will be the government that will present itself as the savior in exchange for yet another slice of freedom and free will.

			Destruction of the Middle Class

			Stimulus plans—with your money.

			“Automatic stabilizers”—with your money.

			Social “programs”—with your money.

			 By believing the solution to high debt is more debt, societies come out more fragile, less prosperous, and with the middle class destroyed.

			Why is the middle class destroyed? It’s the largest segment of the population. It’s also the one that saves the most money to provide for its children and the elderly. And it’s the one that, in the face of higher fiscal and monetary repression, defends itself by working harder. This does not happen with a part of the richest segment, who are also usually the most indebted and, therefore, are sometimes allies of the government in its fiscal irresponsibility, or the poor, who often don’t have the means to save.

			According to the IRS, the top 10 percent of all earners pay 71 percent of all federal income tax while only earning 43 percent of all income.2 To reach $250,000 a year or more requires not only hard work, but also significant levels of debt to invest in the future.

			When taxes are too high on top earners, government revenues suffer because fewer taxes on companies and consumption are collected. Additionally, lack of credit harms the financial system. If the rich segments fail to leverage and invest, tax revenues fall. The poor and middle class suffer the most because investments—risk-taking by companies—and job creation all decline.3

			However, it’s politically profitable to blame the rich as socially unconscious and evil. There is nothing more politically rewarding than keeping the poor away from the social ladder and blaming the rich. Meanwhile, government subsidizes businesses that they believe are “strategic”—i.e., close to the government—which pay almost no taxes. Think of the subsidized energy, industrial companies that are kept alive for “strategic reasons.” Many “strategic” energy firms receive more in subsidies than they pay in taxes. They’re not the only ones getting a tax break.

			In 2016, air carrier United Continental Holdings and automaker General Motors reported paying no income tax in 2015, despite reporting pre-tax profits, according to data from Standard & Poor’s Global Market Intelligence.

			In effect, the message of taxing the rich to solve multibillion-dollar spending problems is simply a way of advancing total control, creating clients in low-income voters and creating a group of industries that benefit from being close to the government—in other words, cronyism. This is why governments always use the fallacy of taxing the rich to obtain total control and destroy freedom.4

			This doesn’t mean that high earners shouldn’t pay their fair share. It means that the magic trick played on us all is to make us look at one hand (the rich) when the trick is in the other (excess spending and increased intervention and government control).

			Anyone who does the math knows that it’s impossible to raise hundreds of billions of dollars from a few thousand people. This is how the subterfuge works:

			•First, say you’re going to tax the rich to generate billions you’ll spend on the “social economy” and redistribute to the poor.

			•Second, spend billions on politically directed programs and bureaucracy.

			•Third, announce that initial estimates of tax revenues haven’t been achieved (using the excuse of “tax evasion,” not projections pulled out of thin air).

			•Fourth, watch as deficits soar. Even if you lower rates and print money, debt multiplies.

			•Fifth, increase taxes on the middle class.

			•Sixth, present someone else as the savior. They’re going to tax the rich!

			•Finally, the government remains irresponsible, the banks finance it all, and the taxpayer pays.

			It’s simply perfect, the best magic trick ever performed.

			If taxing the rich were the solution to high debt, inequality, and excess spending, the world would have no such problems by now.5

			Further, it’s ironic when politicians mention countries like Denmark as a role model for the U.S. Comparing a country with six million people with a country with a population of 320 million is pointless. Ironically, the same politicians who tell you that Estonia or Ireland cannot be an example of low taxes and growth for the U.S. because they’re too small, hold up Denmark as an example for taxes and healthcare spending. (At the same time forgetting that Denmark is one of the top countries in economic freedom6 and one of the highest in wealth inequality7).

			The Excuse of Inequality: An Opportunity for Interventionism

			No one has ever died from inequality. But many have perished from poverty.

			Equality should not be an objective, but a result. Interventionism, in its totalitarian aspirations, has made us believe that outcomes are public policy objectives, from inflation to equality. But the result of enforced equality policies is just the opposite.

			As the study “The Paradox of Redistribution Policies”8 by professors at the Swedish Institute for Social Research concludes, “The more we target benefits at the poor and the more concerned we’re with creating equality via equal public transfers to all, the less likely we are to reduce poverty and inequality.”

			This analysis does allow that some redistribution policies are positive, such as an investment to help the disadvantaged improve and lift themselves out of poverty. But those that perpetuate poverty merely create clients.

			Thomas Sowell explained it very well:

			“Even when they have the potential to become productive members of society, the loss of welfare state benefits if they try to do so is an implicit ‘tax’ on what they would earn that often exceeds the explicit tax on a millionaire. If increasing your income by $10,000 would cause you to lose $15,000 in government benefits, would you do it? In short, the political left’s welfare state makes poverty more comfortable, while penalizing attempts to rise out of poverty.”9

			Inequality is often used in Europe as an excuse to promote the most stale interventionism and political “dirigisme.” In fact, the European Union (EU) is an example of welfare measures and subsidies that don’t reduce inequality but perpetuate the biggest problem in reducing such inequality, namely, unemployment.

			Inequality (as measured by the Gini Coefficient, a formula that calculates distribution levels on a 100-point scale) stood at 30.6 percent in the twenty-seven countries of the EU, while spending 1 percent of GDP in social policies per annum, according to Eurostat.

			Between 2004 and 2011, inequality did not improve, while spending on social projects, stimulus plans, and all kinds of “protective” expenses soared. In the meantime, unemployment remained at twice the levels of leading economies, such as the U.S., the U.K., and Japan.

			The solution to unemployment isn’t to make poverty comfortable, with policies that only seek to create hostage customers—voters—but to enable growth. Rather than spending billions of public funds to reduce inequality, what we need are a million more companies and the freedom to let them grow.

			Those who think that higher taxes and public spending will reduce inequality are faced with two problems: history and statistics.

			The EU, despite spending almost 1 percent of GDP on “employment policies,” has failed to reduce its level of unemployment to the standards of leading economies. On the other hand, countries that are considered “models” of public spending and redistribution have higher levels of inequality. The European countries with the greatest inequality in wealth are Denmark (0.89), Sweden (0.81), Austria (0.78), and Germany (0.78).10 

			Nobel Laureate Angus Deaton explained it in a highly provocative article in The Economist: “If the state got out of the redistribution business, without governments, would countries have more inequality, or less?11

			“The OECD (Organization for Economic Co-operation and Development) estimates that, on average across its members, tax and transfer programs reduce the Gini Coefficient of income by a quarter,” he says. But the reality is, through rent seeking and inefficiencies, redistribution stalls. He concludes: “It is possible that American democracy today has been damaged to the point where it is redistributing up, not down. The libertarian case for small(er) government should not necessarily be thought of as an argument that favors the rich.”

			Moreover, inequality and poverty aren’t historically high.12 The world is richer and more equal,13 as Max Roser shows in his excellent research. So why do we worry about inequality? Many interventionists cite “intra-country inequality”—that is, how unequal a country is compared with itself. Not only is that a myopic concept, it’s also a completely xenophobic one that looks at poverty and equality without thinking of the enormous benefits for poor countries—not to mention a very interventionist concept as well that tends to disguise protectionist agendas.

			Capitalism and competition reduce inequality, the data clearly show. An excellent study by Tomas Hellebrandt of the Bank of England and Paolo Mauro of the International Monetary Fund shows how global inequality is dropping fast, as poor emerging countries grow their way out of poverty much faster than developed economies.14

			If one doesn’t have a job, there is no redistribution policy that will lift that person out of poverty. Therefore, the clearest redistribution tool and equality stabilizer is employment.

			However, we can’t simply talk about equality as a unique concept. Venezuela is very equal, but uniformly poor. The country’s economy is a disaster. Cuba is very equal, and the average salary is less than twenty-one dollars a month. Socialism creates equality through poverty. Chinese citizens today are widely richer and more prosperous, but China is slightly more unequal than a decade ago (although substantially more equal than it was when socialist policies ruled). What do you think that Chinese citizens prefer?

			By contrast, the U.S. has historically been a clear example of positive inequality. “Mimic inequality”—where you want to do your best and make it seem to others that “you’ve made it”—is a positive force. That’s what we all call The American Dream. The reason why millions emigrate to the U.S. is the promise of equal opportunity, not equality. Very few ever emigrate to socialist countries. In fact, governments in those regimes spend large sums of money trying to prevent their citizens from escaping.

			It’s true the U.S. is a more unequal society than the EU. Not a lot more, just around eight points measured by the Gini Coefficient. In fact, considering that a 100 Gini Coefficient would be a measure of being totally unequal, the U.S. at 39 out of a 100 is quite an equal society.

			But, more importantly, U.S. inequality has been historically exaggerated15. As we analyze data more thoroughly, we find that the U.S. is a more equal society than we might think, and much closer—even more equal—than the EU, in terms of market income (revenue before taxes and transfers16). More importantly, the post-tax, post-benefit measure of inequality in the U.S. is also overstated. Why? Because the EU includes transfers that come directly via government redistribution, while U.S. data doesn’t include the cash that poor citizens are given to alleviate poverty or support given in kind, like Medicaid, Section 8, or SNAP (Supplemental Nutrition Assistance Program).

			“Measuring Income and Wealth at the Top Using Administrative and Survey Data,” a groundbreaking academic research paper17 by Jesse Bricker, Alice Henriques, and John Sabelhaus of the Federal Reserve Board and Jacob Krimmel of the University of Pennsylvania, explains:

			“A widely-cited estimate from Saez and Zucman (2016) estimates the share of wealth held by the top 1 percent increased 13 percentage points, from 29 percent in 1992 to 42 percent in 2013. The new, more robust, Bricker et al. research shows income shares rising only 6 points over that same time period, to just under 34 percent in 2012. Similarly, Piketty and Saez (2003, updated) estimate the share of income held by the top 1 percent increased 10 points, from 13 percent in 1991 to 23 percent in 2012, while the new Bricker et al. research shows only a 7-percentage point increase to 18 percent in 2012.”18

			The question, then, is: Why would anyone exaggerate claims of income inequality? The answer: to impose interventionism, not reduce poverty. The aim is often to create rhetoric and public discourse that point to wealth creation, the rich and capitalism as the enemy. The “solution” is government intervention. To achieve that goal, it is essential to show exaggerated data.

			One might think that exaggerating data on inequality is not a bad thing if it raises awareness and, further, if one measures redistribution policies in terms of benefits, not costs; however, when the objective of the debate on inequality is to demonize the rich, blame the free market system and put government control at the top of the agenda, one starts to understand that the objective is not to reduce poverty, but to perpetuate it, creating more citizens dependent on government support.

			The benefits of adequate social assistance programs are undeniable. The measures that we decide collectively to alleviate poverty and help the disadvantaged are a good investment in society. It results in lower security costs, better opportunities for all, and a more prosperous society. Excess in intervention is the problem.

			Still, despite the perception of inequality, more people want to emigrate to the U.S. than to Europe.19

			The U.S. is a more prosperous society and widely regarded as a more attractive source of opportunities. According to a United Nations’ world migration report from October 2013, the U.S. attracts the highest number of migrants, 20 percent of the overall total:

			“The United States has long been seen as the ‘land of opportunity,’ the home of The American Dream. With the largest national economy in the world, well-developed infrastructure, and high educational and social mobility, it is not hard to see its appeal. It hosts almost 20 percent of the world’s migrants, and boasts a huge mix of races, cultures, and traditions. Despite government policies clamping down on illegal immigration, it still accepts far more international migrants than anywhere in the world, and the trend looks set to continue.”20

			The Biggest Inequality is Between Taxpayers and Government

			With widening public expenditure that absorbs 40 percent of GDP in the OECD, according to the World Bank, and tax burdens at all-time highs,21 government spending has gone from being a means of social network creation and support for the least advantaged to a burden on growth and a confiscatory tool that prevents companies and the middle class from thriving. The disproportionate percentage of their working time that taxpayers devote to paying taxes is a clear example. In the U.S., Tax Freedom Day, which represents how long Americans as a whole have to work in order to pay the nation’s tax burden, was April 23 in 2017.22 That means that the average American taxpayer spends 113 days a year working to cover his or her tax obligations. Any analysis of services received clearly shows that the burden is asphyxiating, not a public service. In the EU, Tax Freedom Day is in June, while some countries, such as Belgium, work to pay taxes until August—between six to eight months of a year just to cover a tax bill.

			We all want equality of opportunity. But copying the EU will only lead the U.S. into the same trap of debt and poor growth.23

			The “Real” EU Data

			German Chancellor Angela Merkel used to say that “the European Union is around 5 percent of the world’s population, 25 percent of its GDP and 50 percent of global welfare spending:”24

			The real data is even more concerning.

			According to the World Bank and the OECD, as of 2016 the EU was:

			•7.2 percent of the world’s population

			•23.8 percent of the world’s GDP

			•58 percent of the world’s welfare spending

			Something has to give.

			The EU average tax burden on workers was 44.9 percent in 2016, according to Eurostat. As we noted, the average worker in the EU spends half a year working for the tax man. By contrast, in the U.S. the tax burden is 31.7 percent.25 Taxation accounts for 41 percent of the Euro area GDP26—26 percent in the U.S.27

			Ease of doing business in the EU remains below the leading economies of the world, according to the World Bank. The bureaucracy is suffocating. On average, the EU approves 80 directives, 1,200 regulations, and 700 decisions per year.28

			The main EU economies remain significantly below the U.S. in economic freedom, according to The Heritage Foundation. At the same time, despite massive tax burden and constant confiscation of wealth, the EU’s average debt-to-GDP is 90 percent (Eurostat, 2016).

			Continuously making science fiction estimates of tax evasion and calls to tax the rich have led to unsustainable levels of government burden on the real economy. This hinders investment and capital investment as policies are increasingly aimed at taxing the productive to subsidize the unproductive. Using unrealistic estimates of tax revenues made by politicians—which are always missed—for very real expenditures—which are consistently above budget—has also made the EU miss its debt reduction expectations.

			The cost of hyper-regulation and excessive taxes to job creation, investment, and innovation are evident. The EU has an unemployment rate that almost doubles its leading economic peers. Taxation hinders the growth of SMEs (small and medium enterprises), which shows a ratio of development to large companies that is half the same ratio in the U.S., according to the OECD.

			However, many commentators argue that European citizens receive more due to welfare transfers. It is incorrect. In a very interesting analysis, economist Ryan McMaken shows that the poor in the United States are richer than the middle class in most European countries. “Social benefits included, Americans have higher incomes at both the median level and at the poverty level, when compared to most other countries.” Furthermore, “the income needed to be considered below the poverty level in the U.S. is still higher than numerous European countries’ median income level.”29

			The EU has many positive aspects, but bureaucracy and confiscatory taxation can’t be permitted to take over a worthy project. Ignoring those risks would make the EU implode.

			Even worse, the U.S. simply can’t afford to copy the imbalances of the EU.30 Welfare spending can’t be a subterfuge to make the economy unsustainable and less productive. Different solutions for healthcare and education will be addressed later in this book, but the U.S. simply can’t put the EU as an example of universal healthcare when almost every social security program in its member countries are in massive deficit.

			Taking in the EU’s total of twenty-seven countries, general government expenditure increased overall by 747 billion euro between 2009 and 2016, according to Eurostat. Social security contributions accounted for the largest part of government spending. In the EU, an employer spends up to 30 percent of a gross salary in social contributions—and still budget cuts and deficits remain.

			The same occurs in Canada, a country often compared with the United States. Canada’s health care system has a funding gap of around $537 billion U.S. and costs almost $11,000 U.S. per family.

			Be careful what you wish for.

			Unless politicians change their attachment to a model built on massive taxation and bureaucracy and start prioritizing cutting taxes, slashing red tape, encouraging more business and more economic freedom, and focusing on job creation and attraction of capital, the welfare state will end up imploding.

			The welfare state can only be protected by promoting growth, investment, and job creation. That’s the only way to make social spending affordable and sustainable; however, that will likely be destroyed by the same ones who claim to defend “the public sector,” because ignoring large fiscal imbalances leads to much harsher decisions when a crisis inevitably strikes. By making public spending unsustainable, debt crises generate large and forced budget cuts—steps that would be prevented if government spending was kept under control in periods of growth.

			The U.K. is another case. By standard Gini Coefficient measure, income-inequality in 2017 was at its lowest level in the last thirty years and falling. Interestingly enough, it was higher under 1997-2010 Labor governments, the same that preach equality as a policy.

			Opportunity, Not Intervention

			The inequality debate is often an excuse to intervene. Politicians don’t want the poor to be less poor, so long as the middle and upper classes are less wealthy. That’s because interventionism assumes that inequality is a perverse effect that can be solved by state intervention. But the truth is interventionism perpetuates bad inequality—inequality in opportunity, in job availability and in access to a better life. In fact, it deepens it. What matters to us is equality of opportunity, and that is what the state has to focus on, not on penalizing success.

			But equality of opportunity is not entitlement spending. Equal opportunity means that society offers each individual the means to get what they deserve with their effort—not the promise that they will have more than they deserve or have worked for.

			There is an important distinction between a redistributive policy oriented to growth and another that promotes bureaucratization and cronyism. It works when the policies are geared towards facilitating growth and opportunities for all. But trying to create equality via entitlement transfers of public money does not reduce poverty or inequality.

			Why the obsession with equality? Not to increase wealth, but to prevent citizens from being free of the need to beg the state. Interventionists are very concerned about the poor, which is why they create millions of them each year.

			This obsession reaches such a level of madness that interventionists even applaud the dropping levels of “inequality” in Afghanistan or Venezuela, while the entire population is impoverished. That’s equality of misery. But equality and the welfare state are not created by magic. They are the results of economic growth and job creation.

			We forget that the public sector has no resources if it depresses and devastates the private sector, and that saving is the basis of prosperity, not spending.

			If anything is clear in studies of inequality, it’s that welfare does not reduce it and that prosperity is a far more beneficial objective.

			Government support should focus on a welfare system that promotes growth and competition, not a system of sharing the leftovers of the interventionist debacle.31

			Those who seek equality at any price do not want prosperity, but rather to manage public welfare funds to create committees, place friends in government agencies, and create hostage voters. But these entitlement policies always end up annihilating what they pretend to protect—the welfare state. Protection and essential aid disappear with stagnation, debt, and bankruptcy. Then, when that happens, interventionists will blame some external enemy and merely urge even greater intervention as the solution.

			What this period has demonstrated is that, in the face of a crisis, interventionist redistributive policies only succeed in perpetuating imbalances and deepening injustice, focusing on confiscating the crumbs left from the disaster rather than facilitating a sustainable recovery.

			The best social policy is to create jobs, not to share the crumbs of welfare.
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